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CORPORATE PROFILE 


Orbit Oil & Gas Ltd. is an independent Canadian energy 
company engaged in the exploration for, development 
and production of oil and natural gas. Orbit has a base of 
proved and prospective oil and natural gas properties in 
Alberta and Northeastern British Columbia. 


Orbit conducts its operations jointly with two associated 
companies — The Czar Group. The companies jointly 
conduct exploration and development operations and 
share common management. The Joint Venture reduces 
overhead costs and increases the Group’s “critical mass” 
and its ability to effectively compete in the industry. 


OPERATING STRATEGY 


Orbit operates pursuant to the following principal mandates: 


> FINANCIAL CONTROL 


Orbit attempts to match its capital expenditures to 
funds flow from operations and equity financing. The 
only significant exception to this policy was a deci- 
sion to finance the major expansion and develop- 
ment of the Helmet gas field. 


> GAS CONTRACT STRATEGY 


One of the keys to Orbit’s corporate strategy has 
been the acquisition of a portfolio of long-term devel- 
opment contracts. These contracts allow Orbit to 
develop a portion of the required reserves and pro- 
duction over a period of years and permit the acqui- 
sition, exploration and development of natural gas 
reserves to be undertaken and financed with assur- 
ance that the new reserves can be produced imme- 
diately and sold under satisfactory pricing terms and 
rates of production. 


Orbit’s exploration and development strategy is to target 
natural gas in the Western Canadian basin. The Joint 
Venture will expand existing natural gas reserves in order 
to meet the natural gas reserve obligations of existing 
contracts and explore in areas where new contracts may 
be obtained. 


The Joint Venture’s natural gas marketing strategy is 
based on the development of a number of long-term con- 
tracts supplying gas to geographically diversified users 
with secure transportation arrangements. . 


> EXPLORATION JOINT VENTURES 


The Company operates under a joint manage- 
ment and resource development structure with 
two associated companies — the Czar Group. 
This arrangement provides Orbit with lower 
overhead costs and the economic synergy of a 
larger financial and natural gas reserves base, 
which permit access to a wider range of busi- 
ness opportunities. 


> EXPLORATION FOCUS 


Orbit concentrates its activities in specific geo- 
graphic areas of the Western Canadian sedi- 
mentary basin, the Czar Group operates 
virtually all its prospects and Orbit partici- 
pates for working interests as large as its joint 
venture arrangements and financial guidelines 
permit. 


The Company primarily explores in select areas 
where sizeable reserves can be developed and 
where the Company can build and ‘control the 
production facilities and pipeline infrastructure. 


NATURAL GAS INDUSTRY 


Orbit’s business plan was developed on the premise that 
natural gas is a North American energy commodity in a 
mature phase of its development cycle, and that the United 
States natural gas supply is in an irreversible decline, a 
trend which would eventually result in a shortage and 
price recovery. 


This has been demonstrated by the steady decline of nat- 
ural gas reserves in the lower 48 United States since 1969. 
As a result, the reserve life index of natural gas in the 
lower 48 United States was reduced to approximately 
nine years by the end of 1992, the lowest ratio in more 
than a decade. 


Another indicator that United States domestic gas supply 
has not kept pace with its growing demand is the increase 
in natural gas imports from Canada, from 750 billion cubic 
feet in 1986 to over two trillion cubic feet in 1992. During 
this period, Canadian imports have captured a steadily 
higher portion of the United States market, increasing 
from 4.6% in 1986 to over 10% of United States con- 
sumption in 1992. 


With these positive fundamentals, it was therefore very 
surprising that U.S. gas prices collapsed in early 1992, 
with Gulf Coast spot prices reaching lows of 
$1.00 U.S./MCF. Due to the extremely depressed mar- 
ket, a number of major companies commenced shutting 
in production during this period of low prices. Shortly 
afterwards, the poor 1991 U.S. gas replacement statis- 
tics, debate regarding proration plans in Oklahoma and 
Texas and low gas storage levels combined to firm gas 
prices and stabilize the market as concerns were raised 
about available supply. Prices subsequently trended up 
to over $2.00 U.S./MCF, a level at which most shut in 
gas would have been placed back on stream. With gas 
prices having remained high during the 92-93 winter 
heating season, it now appears that the United States 
gas supply had approached a balance with demand, 
almost coincidentally with the price collapse in February 
1992. It is now certain that the decade long gas com- 
modity cycle has come full circle, and the natural gas 
bubble has burst! 
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NATURAL GAS MARKETING 


CORPORATE OBJECTIVES 


Orbit’s natural gas marketing objectives are as follows: 


> to market natural gas reserves at optimum prices 


and rates of take; 


to market natural gas to end users in geographically 
diversified locations, thereby reducing the 
Company’s exposure to localized market fluctua- 


tions; and 


to search for new market opportunities with poten- 
tial for high rates of take, attractive pricing, long-term 
outlets and opportunities to expand reserves and 
deliverability through the term of the contract. 


NATURAL GAS CONTRACT PORTFOLIO 


Long-term contracts have historically yielded higher 
prices than those available to spot markets in Alberta. 
While short-term prices have risen recently due to an 
Alberta deliverability shortage, it is anticipated that long- 
term contracts in which buyers and sellers trade off price 
for supply assurance and guaranteed pipeline capacity, 
should continue to yield higher prices and allow for bet- 
ter long-term planning based on predictable revenue 
streams. Orbit therefore plans to continue to expend a 
high proportion of available funding to acquire natural 
gas reserves and deliverability, to maintain and expand 
such contracts. 


The portfolio of long-term contracts managed by the 
Czar Group totals in excess of 745 BCF of gross con- 
tracted reserves and includes the following key contracts: 


Gross Daily 
Gross Contract ORBIT’S NET PRODUCTION 

Contract Quantity, 

Reserves (DCQ) 199] 1992 
Purchaser (BCP) (MMCF/D) (MMCF/D) % (MMCE/D) % 
British Columbia 
Alberta & Southern Gas Co. Ltd. 220.0 40.0 1.9 DP sh 195 
BC Gas Inc. 185.0 30.0 ~ - eo 19.3 
CanWest Gas Supply Inc. 105.0 28.0 0.7 4.7 0.7 4.7 
Pacific Northern Gas Uo 2.0 = = 0.2 1.3 
Alberta 
KannGaz Producers Ltd. 86.7 16.6 DAI 14.0 2.6 17.4 
Unigas Corporation 40.0 10.8 0.6 4.0 0.3 2.0 
ProGas Limited SIS 9.0 OP 13 0.2 11.3} 
Sherritt Fertilizer Company 50.0 16.0 IIo 7.3 1.6 10.7 
Other Long-Term - ~ 0.5 33) 1.1 es 
Total Long-Term Sales - — el 47.3 12.5 83.3 
Total Short-Term Sales = = 79 STI 2.5 16.7 
Total Sales 745.9 152.4 15.0 100.0 15.0 100.0 


GAS CONTRACTS — SALES TERM 
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PRODUCTION & PRICES 


In 1992, Orbit produced an average of 15 MMCF/D 
and 591 BBLS/D of oil and natural gas liquids. The aver- 
age price Orbit received for natural gas increased from 
$1.30/MCF in 1991 to $1.43/MCF in 1992. 


Natural gas prices fell sharply in February of 1992, how- 
ever, a number of factors affecting U.S. supply, resulted 
in natural gas prices rebounding and escalated to the cur- 
rent level of approximately $2.30 U.S./MCF. This 
rebound will greatly affect Canadian gas prices in 1993. 


Orbit’s netback per equivalent MCF increased margin- 
ally in 1992, and is anticipated to increase substantially 
in 1993 as a result of higher natural gas prices and 
lower interest and dividend charges per equivalent MCF. 


ORBIT’S NETBACK PER EQUIVALENT MCF 
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FINANCIAL RESULTS 


The Company’s production revenues increased to $12.1 
million in 1992 from $11.9 million in 1991, primarily 
due to higher natural gas prices. Cash expenses decreased 
modestly and Orbit’s funds flow from operations 
remained unchanged at $5.4 million, or $0.22 per share, 
after dividends. 


The Company’s Financial Strength has been significantly 
improved by a recent common share issue, the proceeds 
of which were used to pay down the Company’s bank 
debt, to the lowest level in five years. Consequently, fixed 
charge coverage from funds flow and debt repayability 
will improve markedly in 1993, to levels approximating 
Orbit’s industry peer group. 


FINANCING 
FUNDS FLOW FUNDS FLOW OF CAPITAL 
TOTAL REVENUE (After Dividends) PER SHARE EXPENDITURES 
12 5 8 
6 
4 
2 
87 88 89 90 91 92 87 88 89 90 91 92 87 88 89 90 91 92 87 88 §9 90 91 92 
By Debt Equity 
Ao} Funds Flow 
RESERVES DECEMBER 31, 1992 
Before Royalties Estimated Present Value of 
Natural Gas Oil & NGLs Future Net Revenue (millions) 
(BCF) (MSTB) 10% 15% 
Proved Producing 34.5 1,169.4 $31.9 S2US 
Proved Non-Producing 40.4 268.4 15.1 10.3 
Total Proved 74.9 1,437.8 47.0 37.8 
Probable 4.9 3.8 he7/ 1.0 
Total Proved and Probable 79.8 1,441.6 $48.7 $38.8 


UNDEVELOPED LAND HOLDINGS (NET ACRES) 


1992 199] 1990 
Alberta 39,416 55,290 42,342 
British Columbia 31,584 20,618 28,869 
Saskatchewan 6,969 Alp) i| 1,468 


Total 


77,969 KS 32S, 712,679 


CAPITALIZATION Marcu 31, 1993 


(thousands) Proforma on 
Conversion 
of Special 
Shares Warrants 
Bank Indebtedness S 5522 
Capital Lease Obligation 1 tse) 
Preferred Shares 
Series 2 967 $ 9,413 
Series 3 394 S$ Bev? 
Common Shares 23,542 $11,700 
OPTIONS AND WARRANTS 
Conversion Number 
or Exercise of Shares 
Expiry Price (O00) 
Employee Options Sept. 1994 $0.50 1,445 
Warrants Oct. 1994 $1.50 1,650 
Conversion of 
Preferred Series 3 June 1993 $1.14 3,456 


ORBIT SHARE TRADING HISTORY 
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{| Trading Range 


Orbit’s common shares are traded on the Toronto Stock 
Exchange under the symbol ORB. 


SENSITIVITY ANALYSIS 


Orbit’s revenues are generated from the sale of oil and nat- 
ural gas. Therefore, Orbit’s revenue, funds flow from oper- 
ations and earnings are sensitive to changes in oil and gas 
pricing and production volumes. 


The Company has fixed the interest rate on $5 million of 
outstanding bank indebtedness for a period of five years 
at 8.62% and therefore has no current sensitivity to changes 
in interest rates. 


The following table demonstrates the potential impact of 
changes in certain variables on Orbit’s funds flow and earn- 
ings, based on current operating results. 


Impact on 
Change in Annual 

Key Variable Variable Funds Flow 

$000 $/Share! 
Natural gas 
Production MMCF/D 1.0 $308 $0.01 
Price $/MCF $0.10 $635 $0.03 
Oil and NGLs 

Production BBLS 100 $532 $0.02 


Price $/BBL $1.00 $192 $0.01 


! Per share calculations are based on outstanding shares at 
March 31, 1993, Proforma. 
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CONSOLIDATED STATEMENTS OF CONSOLIDATED STATEMENTS AR30 


EARNINGS AND RETAINED EARNINGS OP SOURCE TAND BUSSE OF GASH 
SIX MONTHS ENDED JUNE 30, 1992 SIX MONTHS ENDED JUNE 30, 1992 
(UNAUDITED) (UNAUDITED) 
sand of dollars (in thousand of dollars 
except per share am S 1992 1991 except per share amounts) 1992 1991 
REVENUE CASH PROVIDED BY (USED FOR): 
Production S$ 6,003 $ 6,564 OPERATING ACTIVITIES 
Transportation (431) (516) Net earnings S 636 $ 302 
Royalties (833) (1,203) Non-cash items 1,826 2,359 
ee ea ae ciccs ee ie Funds flow from operations 2,462 2,061 
a Change in non-cash working capital 122 (1,450) 
5,096 5,411 2.584 1211 
NDEs ; 2 INVESTING ACTIVITIES 
i eattedes: 1571 ee Acquisition of property 
General and administrative 648 598 ee ee ieee (1,294) (2.771) 
Interest on long-term debt 415 537 aes eka 2 ae 
Depletion and depreciation 1,826 2359) FINANCING ACTIVITIES 
Le Abandonment costs (19) = 
(6 
oe gag Capital lease obligations (130) (49) 
NET EARNINGS 636 302 Long-term bank debt (700) 1,700 
DEFICIT AT BEGINNING OF PERIOD (20,273) (9,022) Issuance of common shares 11 26 
Authorized reduction of Preferred share dividends (545) (545) 
share capital to deficit 20,273 - Decrease in deferred revenue - (4) 
Dan fear ar oer 2 GAG 
Preferred share dividends (545) (545) (1,383) 1.128 
OL So § 91 — $(9,265) eS (93) (432) 
‘ hae CASH AT BEGINNING OF PERIOD 99 991 
NET EARNINGS (LOSS) CASH AT END OF PERIOD $ 6 $ 559 
PER COMMON SHARE S$ 0.01 $ (0.01) 
FUNDS FLOW PER COMMON SHARE $ 0.10 Sela 
ma Interim Report 
Orbit Oil & Gas Ltd. arihece : 
Suite 2100, 144 - 4th Avenue S.W, or the six months end g 
Calgary, Alberta T2P 3N4 June 30, 1992 


Printed in Canada 
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AR30 


CONSOLIDATED STATEMENTS CONSOLIDATED STATEMENTS 
OF EARNINGS AND RETAINED EARNINGS OF CASH FLOW 

Six Months Ended June 30, 1991 Six Months Ended June 30, 1991 
(unaudited) (unaudited) 


(in thousands of dollars except 


per share amounts) 1991 1990 (in thousands of dollars) 1991 1990 
REVENUE CASH PROVIDED BY (USED FOR): 
Production $ 6,239 SS S27 OPERATING ACTIVITIES 
Royalties (1,203) (1,079) Net earnings $ 302 $ 435 
Alberta royalty tax credit 375 402 Non-cash items 2,359 1,966 
5,411 5,045 Cash flow from operations 2,661 2,401 
EXPENSES Decrease in non-cash working capital (1,449) (136) 
Production 1,615 1,524 1,212 2,265 
General and administrative 598 599 INVESTMENT ACTIVITIES 
Interest on long-term debt Sa 521 Acquisition of property, 
2,750 2,644 plant and equipment (2,771) (3,471) 
CASH FLOW FROM OPERATIONS 2,661 2,401 Other assets ‘ U8) 
Depletion and depreciation (2,360) (2,007) (2,771) (3,549) 
Minority interest 1 41 FINANCING ACTIVITIES 
NET EARNINGS 302 435 Capital lease obligations (49) - 
RETAINED EARNINGS (DEFICIT) AT Decrease in minority interest (1) 180 
BEGINNING OF PERIOD (9,022) 4751 Increase in long-term debt 1,700 2,100 
Preferred share dividends (545) (545) Issue of common shares 26 462 
RETAINED EARNINGS (DEFICIT) AT Preferred share dividends (545) (545) 
END OF PERIOD $(9,265) $ 4,641 Decrease in deferred revenue (4) (9) 
Th 7/ 2,188 
PER COMMON SHARE ; 
Cash flow from operations § 0.11 $ 0.09 INCREASE (DECREASE) IN CASH (432) 204 
NET CASH AT BEGINNING OF PERIOD 991 (306) 
Net i loss) 0.01 0.01) 
Sees oS pet 0D ae et NET CASH AT END OF PERIOD § 559 $ 598 


am. Orbit Oil & Gas Ltd. 
ava 


my wm Suite 2100, 144 - 4th Avenue S.W. 


Ses” —s Calgary, Alberta T2P 3N4 


Interim Report 
for the six months 
Printed in Canada ; ending June 30, 1991 
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